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SUBJECT: OBASANJO'S VIEWS ON OIL PRICES AND PRODUCTION INCENTIVES 

1 . 1 HAD OCCASION FOR A BRIEF PRIVATE CONVERSATION ON OIL MATTERS 
WITH HEAD OF STATE OBASANJO DURING COURSE OF HIS MEETING AT DODAN 
BARRACKS DECEMBER 10 WITH SENATOR CLARK. I SAID I HAD RECENTLY 
PRESENTED US POSITION REGARDING OIL PRICE INCREASE TO PETROLEUM 
COMMISSIONER BUHARI AND STAFF. I GAVE A BRIEF SUMMARY OF US VIEWS. 

2. OBASANJO REPLIED THAT "IT ALL DEPENDS ON WHOSE ECONOMISTS AND 
WHOSE COMPUTERS YOU ARE USING." HE THEN CITED REPORTS OF UPCOMING 
US STEEL PRICE INCREASES, SAYING THAT THEY WEAKEN THE US THESIS 
REGARDING THE EXTENT OF INFLATION OF COST OF MANUFACTURED GOODS. 

HE AGREED THAT THE CYCLE OF INCREASING PRICES LEFT NON-OIL PRODUCING 
LDC'S IN A PARTICULARLY HAZARDOUS POSITION. HE GAVE NO PRECISE 
INDICATION OF POSTION NIGERIA WOULD TAKE AT UPCOMING OPEC MEETING 
BUT SAID NIGERIA NEEDED HIGHER INCOME IN FACE OF FORTY PERCENT 
ANNUAL DOMESTIC INFLATION. 

3. EMBASSY CONTINUES TO BELIEVE NIGERIA WILL PROBABLY 
STICK WITH ANNOUNCED DECISION TO SUPPORT MODEST INCREASE. 

4. 1 CITED NIGERIAN FINANCIAL SHORTFALLS AND PROBABLE NEED TO 

BORROW IN ORDER MEET HEAVY DEVELOPMENT PLAN EXPENDITURES. I SUGGESTED 
THAT, WHEREAS SOME NIGERIANS MIGHT THINK AN INCREASE 
IN THE OIL PRICE WOULD PROVIDE HIGHER INCOME TO NIGERIA AT LEAST 
IN THE SHORTRUN, ANOTHER WAY TO INCREASE REVENUE WAS TO INCREASE 
PRODUCTION. YET FOREIGN OIL COMPANIES WERE NOT NOW ABLE TO DEVELOP 
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NEW WELLS GIVEN THE LOW PROFITABILITY OF THEIR NIGERIAN OPERATIONS. 
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I SAID AMERICAN PRODUCING COMPANIES HAD BEEN ENCOURAGED BY HIS 
REFERENCE TO "INCENTIVES" IN OCTOBER 30 INDEPENDENCE DAY SPEECH. 

5. OBASANJO SAID HE HAD INDAED PROMISED INCENTIVES " - "BUT NOT 
CONCESSIONS." I ASKED WHETHER HE MEANT THAT THE INCENTIVES WOULD 
BE CONFINED TO SUCH DEVICES AS FASTER DEPRECIATION RATES RATHER THAN 
HIGHER RETURN ON OLD AND/OR NEW INVESTMENTS IN PRODUCTION FACILITIES. 
OBASANJO REPLIED THAT HE DID NOT KNOW THE DETAILS OF 
WPAT WAS UNDER STUDY BUT "MY BOYS ARE BUSY WORKING SOMETHING OUT 
NOW." I WAS UNFORTUNATELY UNABLE TO CLARIFY WHETHER HIS REFERENCE 
TO "CONCESSIONS" MEANT INCREASED ACREAGE FOR DEVELOPMENT OR 
HIGHER RATES OF RETURN ON INVESTMENTS. 
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